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1 Introduction to farm forestry 
 

 

 

1.1 The farm forestry industry 
 
 

1.1.1 The current state of farm forestry 
 
The concept of incorporating growing trees into farming activities is relatively new in 
Australia.  The idea had its roots in the groundswell of enthusiasm for tree planting generated 
by the Landcare movement.  Farmers and other rural landholders recognised the need to find 
solutions to environmental problems such as salinity and erosion, which were reducing their 
ability to farm profitably.  Replanting trees into degraded farm areas not only produced 
solutions to these problems but also led people to start thinking of other commercial uses and 
byproducts, which can result from the growing of trees.  The Farm Forestry movement was 
under way.  Despite this surge in interest, Farm Forestry remains the sleeping giant of the 
Australian timber industry.  
 
There is an increasing awareness within all levels of government in Australia that the growing 
of trees on farms is going to fill a vital role in our forest industries.  With increasing population 
and a dwindling native forest resource demand for timber from privately owned sources must 
increase.  Australia already imports large quantities of wood and forest products.  Our annual 
trade deficit for this type of product hovers at around 2 billion dollars.  Clearly this means that 
there is scope (if not an urgent need) for expansion of wood production in Australia.  
 
The ability to produce large volumes of quality commercial timber from privately owned land 
is a key part of the Federal Government’s vision of the future of the timber industry.  The 
Federal and State governments have jointly set themselves the target of trebling Australia’s 
plantation estate by the year 2020.  This means an increase of around 2 million hectares or 
80,000 hectares per annum between now and 2020.  The vast majority of this will happen on 
privately owned agricultural land. 
 
On the North Coast of NSW approximately one third of all timber being processed by local 
sawmills is from privately owned forests.  This proportion is likely to increase as the resource 
from publicly owned forests continues to diminish.  There is certainly scope to meet this 
increased demand.  Studies by O’Neil (1994, 1996) have shown that in the area between 
Newcastle, the Queensland border and the Great Dividing Range there exists 703,000 hectares 
of privately owned productive forest.  In the same area, NSW State Forests studies have 
identified in excess of 500,000 hectares of land suitable for plantation establishment under 
private ownership. 
 
A similar scenario exists in south-east Queensland.  In the mid 1990’s 15% of the total sawlog 
harvest was sourced from private forests.  Privately owned productive forests in the region 
cover 230,000 hectares of native forest and 14,500 hectares of plantation forest.  A recent study 
by the Bureau of Rural Sciences (BRS) and the Australian Bureau of Agriculture and Resource 
Economics (ABARE) modelled plantation capability for the region (Spencer et al, 1999).  The 
study identified over 290,000 hectares of medium to high quality cleared agricultural land for 
blackbutt (Eucalyptus pilularis) and Gympie messmate (E. cloeziana) plantations and 1.2 
million hectares of drier land for spotted gum (Corymbia maculata) plantations. 
 



 
 

1.2 Timber markets, present and future 
 
Before getting involved in farm forestry for timber production, it is necessary to have a grasp 
of the markets that exist for timber.  As with any farm produce, you must have in mind where 
and to whom you plan to sell before you consider producing it.  It is important to understand 
that timber is a commodity, just as are most other farm products, and so is subject to the same 
fluctuations that free markets bring to any product.  
 
What this means to the average farm forester is short-term variations in price caused by 
economic or political events (such as recessions or economic downturns in countries that we 
trade with) and long-term trends influenced by slower moving events (such as depletion of 
timber supplies from naturally occurring forests).  Short-term variation can have either a 
positive or a negative effect on prices depending on the nature of the event that has caused 
them.  Longer-term trends tend to be dominated by issues of supply and the long-term price 
trend is upwards. 
 
 

1.2.1 National and world markets for timber 
 
At present Australia is a small player on a world market dominated by timber products sourced 
from natural timber stands in the tropics.  Tropical sawlogs from the rainforests of south-east 
Asia, a major part of the world trade in hardwoods, are a dwindling resource and are not yet 
being replaced by plantation stocks.  Internationally, wood supplies from many traditional 
sources are being reduced as pressure mounts for supplies for forest protection, sustainable 
management and tighter environmental controls on logging. 
 
World demand for timber products continues to grow with population increases and higher 
living standards.  There are no signs of significant substitution of synthetic products for sawn 
timber or fibreboard products (though pulp for paper may be increasingly replaced with fibre 
from annual crops).  Plantation development, at present levels, is not enough to make up for 
projected shortfalls.  Within the Pacific Rim alone, a shortfall of 326 million m3 of timber 
products is expected by 2001. 
 
Australia currently has an annual deficit of $2 billion per year in forest products, ie. we import 
more wood products than we export and there is considerable scope for import replacement 
with locally produced wood products. 
 
ABARE estimates that a fully developed plantation sector could eventually be worth $3.1 
billion dollars per annum to the Australian economy.  International competitiveness is the key 
to developing both domestic and export markets. 
 

 

 

 

 

 



2 Project planning and design 
 

The right tree, in the right place, for the right reason 
 

 
 
 
A landholder who has decided to go ahead with a farm forestry project on their property will 
need to commit some time to designing and planning the project carefully before any site work 
commences.  Important decisions will have to be made about woodlot design, site preparation, 
planting, maintenance, harvesting and marketing.  The approach taken here is to first design 
the proposed planting, and thus create a clear vision of the trees planted on the property - where 
they are, what species are included and in what pattern.  With this vision in mind, the landholder 
can then go on to plan for the implementation of the project.  The establishment of a woodlot 
is such a long-term, and potentially highly profitable, activity with implications for the whole 
property that it is well worthwhile investing some time in getting it right. 
 
Ideally, the design and planning of a woodlot should take place as an integral part of a 
management plan for the whole property. It is now well recognised that it is undesirable to 
consider any farm production or farming area in isolation.  There are important 
interrelationships between the various farming activities, as well as between soils, water, 
livestock, vegetation and wildlife.  Ignoring these relationships in the past has contributed to 
soil erosion, salinity and other forms of land degradation, and a resulting decline in farm 
productivity.  A major response to this situation has been the promotion of Property 
Management Planning (also called Whole Farm Planning).  A brief description of Property 
Management Planning (PMP) precedes a more detailed discussion of the factors influencing 
the decisions necessary for woodlot design including; the siting of the planting, the species to 
be planted, and the layout of the trees.   
 
The completion of Planner 2 documents will result in both a graphic and descriptive 
representation of the proposed woodlot.  The first step is to restate the potential benefits 
expected from undertaking a farm forestry project (stated in general terms in Planner 1a) in as 
much detail as possible.  This should include: the quantity and specifications of timber and 
other products to be produced from the site as well as any benefits to adjacent sites and to other 
farm activities (Planner 2a). These stated aims and outcomes provide the criteria used to make 
site, species and layout choices.  (Some amendment may be required as the planning proceeds 
and knowledge is gained).  A site map should be drawn up and copied for use at the site (larger 
maps may be included by inserting a plastic sleeve in place of Planner 2b).  The descriptive 
documents (Planners 2c to 2h) include statements of rationale, which link the choice made back 
to the desired aims and outcomes.  While the reasoning behind the choices made may seem 
obvious when the decision is made, it may become less so over time.  A written account often 
aids clarity and is extremely useful for future reference. 
 
While the issues concerning site, species and layout are treated here sequentially, in practice, 
these decisions are interdependent and will also require some consideration of the 
implementation methods discussed in later chapters. The property characteristics and the 
overall goals and resources of the landholder will be relevant to all decisions made. 
 
 
 
 
 



7 Financial planning 
 

 
 
There are three major components of a total project plan; project design, implementation 
planning, and financial planning, the first two components being the subject of Chapters 2 to 
6.  These components are closely related and are not necessarily dealt with sequentially.  In 
fact, financial issues will come into play very early in the planning process, with financial 
implications being relevant to all the major design and implementation decisions.  For the 
purposes of planning it is suggested that several copies of Planner 7 documents be made to 
allow more than one alternative to be costed in the first instance. 
 
From a financial point of view the landholder is essentially interested in two things: What will 
such a project cost?  What will it return?  This information is gained by estimating the cash 
flows generated by the project over its lifetime and adjusting for taxation effects.  In this 
chapter, the estimation of outflows (costs) and inflows (returns) is considered on a before tax 
basis. 
 
Finally, Section 7.3 outlines the requirements regarding the establishment of primary producer 
status and the taxation treatment of these ‘forest operations’. 
 

 

 

7.1 Project costs 
 

 

7.1.1 Establishment cost estimates  
 
For many landholders, perhaps the most important financial consideration is how much a farm 
forestry project will cost to establish.  If the implementation of the project has been planned in 
detail, it is possible to estimate this cost with a high degree of accuracy and with a minimum 
of extra work.  The required inputs of machinery, materials, and labour will have been listed 
in Planner 4 documents (and Planner 3d where materials are required for a nursery or holding 
area).  This information in summary form (using totals for machine and labour hours) should 
be transferred to Planner 7a and each of the elements costed.  A fourth expense column is 
provided for any consultancy or professional fees and government charges. 
 
A major materials expense will be planting stock, the cost of which will already have been 
obtained from nurseries.  Most other materials, such as herbicides, fertilisers, mulch, planting 
tools and fencing and irrigation materials, can be easily costed by ringing around rural produce 
stores.  
 
The cost of machinery will depend on the individual landholder’s circumstances.  For 
landholders already carrying on primary production and owning farm equipment, the relevant 
costs will be hourly running costs, an estimate of which will have to be made by the landholder.  
This will depend on the size of machinery used, the type of work being carried out and site 
conditions.  A reasonable estimate for a tractor is probably in the range of $13 (for 
approximately 25 HP) to $25 (for approximately 75 HP) per hour.  Other landholders may hire 
machinery or employ contractors.  The hire or contract fee then becomes the relevant cost. 
 
 



Internal rate of return (IRR) 

 
Internal rate of return is the average return over the lifetime of a project on the dollars invested 
in it.  It is also the rate that produces a NPV of zero.  The use of IRR in evaluating projects is 
through a comparison of the estimated rate of return with a required rate of return (which is 
‘d’ as explained above).  The decision rule is to accept only those projects with IRRs equal or 
greater then the required rate of return, and to reject all those with an IRR less than that rate.   
 
Sensitivity analysis 
 

It should be obvious to anyone who has made all the calculations required in order to estimate 
NPV and IRR that these are quite fragile estimates, and contain within them a long list of 
assumptions, simplifications, predictions, and just best guesses.  The predicted NPV and IRR 
will only be achieved in reality if the predicted cash flows turn out to be accurate.  This is 
extremely unlikely in any long-term project, and it is very useful to have some measure of the 
consequences of prediction errors.  This can be provided by sensitivity analysis. 
 
Sensitivity analysis asks ‘what if’?  What if growth rates are less than expected?  What if the 
harvest cycle has been underestimated?  What if the expected real price increases do not 
eventuate?  What if costs are higher than estimated?  Questions of this sort can be answered 
and quantified by changing a single variable, recalculating NPV and/or IRR, and observing the 
change from the base case.  This is useful as a management tool in focussing attention on those 
areas where prediction errors have the greatest impact on project profitability.  This type of 
analysis may also be used to show the extent to which any variable can change without making 
the project unacceptable by determining the amount of the variable that makes NPV zero, and 
the IRR equal to the discount rate. 
 
 

 
 


